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When  asked  how  he  could  help  make  a  decision  of  extreme  importance,  Benjamin 
Franklin  advised: 


When  those  difficult  cases  occur,  they  are  difficult,  chiefly  because 
while  we  have  them  under  consideration,  all  the  reasons  pro  and  con 
are  not  present  to  the  mind  at  the  same  time  ...  To  get  over  this,  my 
way  is  to  divide  half  a  sheet  a  paper  by  a  line  into  two  columns; 
writing  over  the  one  Pro,  and  the  other  Con.  Then  ...  I  put  down 
under  the  different  heads  short  hints  of  the  different  motives  ...  for 
and  against  the  measure  ...  I  endeavor  to  estimate  their  respective 
weights;  where  I  find  one  on  each  side  that  seem  equal,  I  strike  them 
both  out.  If  I  find  a  reason  pro  equal  to  two  reasons  con,  I  strike  out 
three  . . .  and  thus  proceeding  I  find  at  length  where  the  balance  lies  . 
.  .  And,  though  the  weight  of  reasons  cannot  be  taken  with  the 
precision  of  algebraic  quantities,  yet  when  each  is  thus  considered, 
separately  and  comparatively,  and  the  whole  lies  before  me,  I  think  I 
can  judge  better,  and  am  less  liable  to  take  a  rash  step  . . . 

London,  September  19, 1772 
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I.         INTRODUCTION 


Drafting  and  revising  regulation  is  an  integral  part  of  the  business  we  do  as  state 
managers.  Sound  public  policy  requires,  however,  that  we  promulgate  regulations 
that  do  not  impose  unnecessary  burdens  on  consumers,  businesses  and  other 
parties  impacted  by  a  regulation.  With  this  in  mind  Governor  Weld  and  Lt. 
Governor  Cellucci  issued  Executive  Order  384  which  mandates  a  review  of  the 
entire  code  of  Massachusetts  Regulation.  The  Executive  Order  requires,  among 
other  things,  that  Agencies  demonstrate  that  "the  costs  of  the  regulation  do  not 
exceed  the  benefits  that  would  be  effected  by  the  regulation."  This  primer  is 
intended  to  assist  agencies  in  developing  cost  effective  regulation  now  and  in  the 
future.  In  most  cases  this  will  be  a  fairly  straightforward  exercise:  Agencies 
need  only  identify  and  list  the  affected  parties,  estimate  the  costs  and  benefits 
expected  to  accrue  to  each  and  compare  the  two  categories.  The  following  pages 
provide  a  framework  for  conducting  your  own  simple  cost  benefit  analysis.  In 
addition,  this  primer  highlights  strategies  to  achieve  cost-effective  regulation  - 
that  is,  how  to  get  the  most  bang  for  your  regulatory  buck. 


WHAT  IS  COST-BENEFIT  ANALYSIS? 


Developing  a  cost-benefit  analysis  need  not  be  an  intimidating  undertaking.  Most 
of  you,  in  fact,  probably  engage  in  some  level  of  intuitive  cost-benefit  analysis  in 
your  day-to-day  work.  Simply  put,  cost-benefit  analysis  is  little  more  than  a 
formalized  approach  for  identifying  and  weighing  the  advantages  and  drawbacks 
associated  with  a  decision.  In  general,  cost-benefit  analysis  provides  us  with  a 
useful  tool  for  evaluating  the  efficiency  of  a  regulation.  At  its  best,  it  can  separate 
good  intentions  from  good  ideas.  It  is,  however,  only  a  tool,  and  as  with  any  tool, 
it  can  be  used  effectively  or  misused.  We  believe  that  the  thought  process 
described  in  this  primer,  if  used  intelligently,  can  help  you  determine  whether 
your  regulation  (or  any  portion  of  it)  is  the  most  cost  effective  way  to  reach  your 
policy  objective. 


II.       PRELIMINARY  THOUGHTS  &  GUIDING  PRINCIPLES 

As  you  begin  your  analysis,  it  is  worthwhile  to  consider 
each  of  the  following  concepts: 


XW      Whom  should  I  get  to  develop  the  cost-benefit  analysis  for  me? 

Ideally,  the  cost-benefit  analysis  should  be  developed  at  the 
same  time  and  by  the  same  people  that  are  proposing  a 
regulatory  change.  Put  another  way,  before  you  or 
someone  on  your  staff  recommends  a  policy  change,  they 
should  have  a  thorough  understanding  of  the  impact  that 
change  is  expected  to  have.  This  doesn't  mean  that  you 
can't  ask  for  help  in  developing  the  cost-benefit  analysis  — 
only  that  the  results  of  the  analysis  need  to  come  back  to 
those  developing  and  comparing  policy  options  before  a 
final  recommendation  is  issued. 


How  much  time  and  energy  do  I  need  to  devote  to  a  cost-benefit 
analysis? 

The  answer,  it  turns  out,  is  -  it  depends.  Probably  the  most 
significant  factor  you  should  consider  in  answering  this 
question  is  the  magnitude  of  your  proposed  regulatory 
change.  If  the  proposed  change  is  minor  and  the  impact  on 
regulated  parties  is  expected  to  be  small,  then  a  "back  of  the 
envelope"  approach  is  probably  appropriate.  On  the  other 
hand,  where  the  change  is  likely  to  impose  large  costs  on 
someone,  a  more  formal  consideration  of  the  costs  and 
benefits  of  change  may  be  warranted. 


XW      What  do  I  do  when  I'm  uncertain  about  exactly  how  much  a  proposed 
change  will  affect  regulated  parties? 

Clearly,  all  the  numbers  you  develop  as  part  of  this  analysis 
are  projections  about  future  impacts.  As  such,  a  certain 
level  of  uncertainty  is  inherent  in  such  projections.  We 
recommend,  therefore,  that  you  perform  the  analysis  using 
high,  low  and  likely  scenarios.  This  kind  of  "sensitivity 
analysis"  will  help  inform  a  discussion  about  the  likelihood 
that  things  will  turn  out  much  different  than  you  expect. 
The  forms  included  later  in  this  primer  give  you  an  easy 
way  to  do  this. 


Yes,  but  sometimes  impacts  are  simply  not  quantifiable.  What  if  I 
can't  develop  any  reasonable  estimate  of  the  monetary  value  of  an 
impact? 

In  developing  your  analysis,  you  may  come  across  impacts 
that  are  identifiable,  but  difficult,  if  not  impossible  to 
quantify  in  monetary  terms.  Clean  air  is  one  example  - 
perhaps  you  can  reliably  predict  that  a  regulatory  change 
will  improve  air  quality,  but  it  is  hard  to  tie  such  changes 
directly  to  improvements  in  health  or  to  value  the  enhanced 
quality  of  life  a  cleaner  environment  provides.  Purists  may 
argue  that  all  these  items  can  ultimately  be  quantified  and 
compared.  Unless  you  share  this  belief  and  have  the 
resources  to  pursue  it,  we  don't  ask  you  to  go  so  far. 
Rather,  for  our  purposes,  we  ask  only  that  you  be  explicit 
about  what  these  unquantifiable  costs  and  benefits  are  and 
that  they  be  listed  and  presented  as  part  of  your  analysis. 
By  presenting  the  qualitative  impacts  along  with  the 
"numbers",  reviewers  will  develop  a  better  understanding 
of  the  tradeoffs  and  policy  choices  being  made. 


X3T      How  much  detail  do  I  need  to  give  people  about  my  thinking? 

In  developing  your  cost-benefit  analysis,  you  will 
inevitably  be  making  a  series  of  assumptions,  estimations 
and  judgments  along  the  way.  The  more  explicit  you  are 
about  these  issues,  the  better  a  reviewer  will  be  able  to 
understand  the  basis  of  your  policy  determination.  We  urge 
you  to  be  as  explicit  as  possible  about  the  methodology  and 
values  that  underlie  your  analysis. 


tW      Who  are  the  affected  parties? 

Often  it's  a  simple  process  to  identify  the  parties  affected 
either  positively  or  negatively  by  your  initiative.  As  you 
think  about  this  issue,  be  sure  to  consider  whether  there  is 
value  in  categorizing  the  impact  by  sub-population.  For 
example,  where  the  proposed  change  will  affect  people 
differently  by  geographic  location,  age,  sex,  size  or  industry 
it  is  important  to  identify  and  separate  the  impacts. 


KP"      What  if  the  impacts  are  very  small? 

Remember  that  even  small  impacts  add  up  quickly  over  a 
large  number  of  transactions.  For  example,  eliminating  a 
permit  that  requires  an  hour  to  fill  out  and  an  hour  for  a 
staff  person  to  review  multiplied  by  2,000  transactions 
equates  to  two  person-years  of  time.  Similarly,  eliminating 
a  $20  application  fee  for  30,000  applications  saves 
$600,000  for  a  regulated  community. 


SUMMARY 


•  The  person  responsible  for  developing  a  policy 
recommendation  should  also  be  the  person 
responsible  for  overseeing  the  development  of 
the  cost-benefit  analysis; 

•  The  larger  the  expected  impact,  the  more 
detailed  and  comprehensive  the  cost-benefit 
analysis  should  be; 

•  Deal  with  the  uncertainty  of  your  "numbers"  by 
including  estimates  of  the  high,  low  and  likely 
cases; 

•  Impacts  that  are  hard  to  quantify  should  be 
described  as  fully  as  possible  in  qualitative 
terms; 

•  Be  explicit  about  the  assumptions,  estimates, 
tradeoffs  and  values  incorporated  in  your 
analysis; 

•  Identify  sub-groups  of  affected  parties  where 
appropriate;  and 

•  Remember  that  even  small  improvements  in  a 
regulation  can  lead  to  large  cost  savings  when 
multiplied  by  a  large  number  of  transactions. 
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III.     "YOUR  REGULATIONS  DRIVE  ME  CRAZY!" 


Everyone  who  works  in  state  government  has  heard  complaints  about  "red  tape" 
and  "bureaucracy."  Frequently,  these  complaints  are  from  regulated  parties  that 
assert  that  regulations  require  more  time,  effort  or  cost  than  is  necessary  to  carry 
out  an  agency's  mission  effectively.  The  examples  and  proposed  revisions  set 
forth  below  are  taken  from  the  workplans  submitted  by  you  and  your  colleagues 
as  part  of  the  Executive  Order  384  process  and  provide  some  excellent  examples 
of  the  kind  of  thinking  that  should  be  part  of  your  regulation  development  and 
review  process. 

Issues  for  your  consideration: 


tW      Are  there  areas  where  consolidating  two  related  processes  that  apply 
to  a  single  regulated  party  make  sense? 

TWO  SIPS  FROM  THE  WELL:  Drinking  Water  Permits  at  the 
Department  of  Environmental  Protection  (DEP).  Currently,  a 
community  trying  to  site  a  large  drinking  water  well  must  comply 
with  two  statutes  and  two  sets  of  regulations  -  one  governing 
drinking  water  and  the  other  governing  the  extraction  of  large 
quantities  of  water  from  the  ground.  As  a  practical  matter, 
however,  the  same  basic  information  is  required  for  both  permits. 
As  a  result,  today's  applicant  must  submit  two  applications,  each 
with  its  own  set  of  timetables.  The  proposed  regulation  will  create 
a  single  streamlined  approval  process  to  comply  with  both  statutes 
saving  time  and  effort  for  both  applicants  and  DEP. 


X3T      Are  there  areas  where  revisions  to  thresholds  can  alleviate  burdens  on 
regulated  parties  without  detriment  to  your  agency's  mission? 

GREEN,  NOT  MEAN  at  the  Executive  Office  Of  Environmental 
Affairs:  The  Executive  Office  of  Environmental  Affairs  is  revising 
301  CMR  11.00,  the  regulation  implementing  the  Massachusetts 
Environmental  Policy  Act  ("MEPA"),  to  reduce  unnecessary 
process  that  does  not  achieve  environmental  benefits.  The  MEPA 
statute  requires  a  review  of  certain  projects  in  order  to  minimize  or 
mitigate  potential  environmental  damage.  The  proposed  revisions 
will  reduce  the  number  of  projects  automatically  subject  to  review 
saving  applicants  time  and  money  with  no  environmental 
detriment. 


Are  there  opportunities  to  improve  an  administrative  process  in  such 
a  way  that  it  saves  consumers  time  or  money  without  adversely 
affecting  your  mission? 

A  USER  FRIENDLY  APPROACH  to  Merit  Rating  Surcharge 
Hearings  at  the  Division  of  Insurance:  The  Division  of  Insurance 
provides  impartial  and  non-adversarial  hearings  to  drivers  who 
want  to  represent  themselves  at  surcharge  hearings.  The  Division 
proposed  to  modify  its  hearings  to  accommodate  drivers  who  work 
or  are  busy  at  home  during  the  day  by  allowing  written  statements 
as  an  alternative  to  in-person  testimony.  This  change  will  increase 
convenience  to  consumers  and  insurance  companies,  save  drivers 
from  having  to  take  time  off  from  work  in  order  to  contest  a  case, 
and  reduce  the  work  required  by  the  Division's  hearings  officers. 


Are  there  areas  in  which  your  agency  and  another  agency  both 
regulate  in  such  a  way  as  to  create  duplicative  or  inconsistent 
regulatory  requirements  with  unnecessary  compliance  costs? 

HOW  DO  I  COMPLY  WITH  THEM  BOTH?  A  coordinated 
approach  at  the  Department  of  Public  Health  (DPH)  and  the 
Division  of  Occupational  Safety.  The  Department  of  Public  Health 
(DPH)  and  the  Division  of  Occupational  Safety  (DOS)  have 
overlapping  jurisdiction  over  the  regulation  of  ionizing  and  non- 
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ionizing  radiation  sources.  DPH  is  responsible  for  controlling  all 
potential  health  hazards  in  public  facilities  and  DOS  regulates 
places  of  employment  to  prevent  workplace  accidents  and 
occupational  diseases.  As  a  result  of  the  agencies'  overlapping 
mandates,  entities  which  own  and  operate  radiation  sources,  such 
as  lasers,  x-ray  devices  and  nuclear  power  sources,  have  had  to 
comply  with  two  sets  of  overlapping  radiation  regulations  and 
concern  themselves  with  the  two  agencies  for  purposes  of 
registering  their  radiation  sources.  As  part  of  the  regulation  review 
process  mandated  by  Executive  Order  384,  DPH  and  DOS  will 
finalize  the  implementation  of  an  interagency  agreement  which 
will  give  DPH  exclusive  authority  to  regulate  radiation  sources  in 
all  facilities.  Once  this  process  is  completed,  regulated  parties  will 
be  subject  to  only  one  consistent  set  of  regulations  and  a  single 
licensing  authority. 


XW      Are  there  duplicative  reporting  requirements  imposed  by  more  than 
one  agency? 


ARE  TWO  REPORTS  BETTER  THAN  ONE?  --  A  MESSAGE  IN  A 
BOTTLE:  Coordinating  requirements  of  the  Alcohol  Beverages 
Control  Commission  &  Executive  Office  of  Environmental  Affairs. 
Under  the  Bottle  Bill,  any  bottler  or  distributor  who  sells  beverages 
in  refundable  containers  must  record  every  transaction,  the  total 
refund  value  of  all  containers,  the  total  amount  of  refunds  paid  to 
dealers  or  redemption  centers  or  third-party  collecting  agents,  the 
value  of  the  deposit,  and  the  total  amount  of  handling  charges. 
They  must  report  this  information  each  reporting  period  to  the 
ABCC  or  be  subject  to  a  $1,000  fine.  In  addition,  they  must  also 
file  reports  containing  similar  information  with  the  Executive 
Office  of  Environmental  Affairs.  Instead  of  two  government 
agencies  collecting  similar  information  at  two  different  sources, 
the  ABCC  proposes  to  eliminate  its  reporting  requirement, 
allowing  business  to  follow  one  set  of  requirements,  those  of 
Environmental  Affairs. 
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XW      Are  there  instances  of  complete  duplication,  where  one  agency  can 
defer  entirely  to  another? 

THE  BACKFLOW  DEVICE:  Overlapping  DEP  &  Local 
Authority.  DEP's  drinking  water  regulations  duplicate  state 
Plumbing  Code  requirements  for  installation  of  backflow 
prevention  devices  on  equipment  such  as  sprinkler  systems  and  air 
conditioners,  to  prevent  contamination  of  drinking  water  supplies. 
DEP  charges  a  fee  of  $50  for  approval  of  each  device  and  a 
subsequent  annual  compliance  fee  of  $50  each.  A  decision  has 
now  been  made  to  phase  out  this  program  and  its  related  fees  over 
the  next  3  years.  There  will  be  no  reduction  in  environmental 
protection  because  the  installation  of  these  devices  is  still  required 
by  the  state  plumbing  code. 


Are  there  instances  where  the  federal  government  has  extensive 
regulation  in  an  area  and  the  state's  additional  requirements  add  little 
to  the  public's  health  or  safety? 

WHAT  IF  THE  FEDS  ALREADY  DO  IT  BETTER?  Regulation  by 
reference  at  the  Department  of  Public  Health  (DPH).  DPH 
proposes  to  reduce  state-federal  inconsistency  by  incorporating  by 
reference  other  bodies  of  rules  and  regulations.  The  department 
will  cross-reference  regulations  of  the  US  Food  and  Drug 
Administration  in  areas  of  food  manufacture,  meat  and  poultry 
sanitation  and  interstate  shipment  of  clams.  At  the  same  time, 
DPH  will  rescind  its  own  duplicative  regulations  (such  as  those 
affecting  vitamin  additives)  where  the  federal  government 
comprehensively  regulates.  For  example,  for  over  30  years,  the 
Department  of  Public  Health's  regulations  have  been  setting  the 
standards  for  food  labeling  in  Massachusetts.  Instructing 
manufacturers  to  label  an  egg  as  an  "egg"  and  labeling  cloves  as  a 
"spice"  are  but  two  regulations  that  will  be  replaced  with  U.S. 
Food  and  Drug  Administration  labeling  guidelines.  Over  40  pages 
of  regulations  will  be  replaced  with  national  standards,  helping 
businesses  provide  consumers  consistent  nutritional  information. 
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V3T      Are  there  areas  where  the  state  is  its  own  worst  enemy  -  as  when  we 
impose  unnecessary  costs  of  doing  business  on  ourselves  or  our  sister 
agencies? 

ONE  SIZE  DOES  NOT  FIT  ALL:  Massachusetts  Highway 
Department  (MHD)  intends  to  rescind  720  CMR  6.00  concerning 
the  establishment  of  lease  agreements  for  the  operation  and 
maintenance  of  information  centers  on  limited  access  highways. 
This  regulation  requires  an  approach  that  has  been  found 
impracticable,  given  the  costs  of  maintaining  the  facilities  and  the 
federal  limitations  on  sales  at  these  facilities.  With  its  regulation, 
the  Highway  Department  placed  unnecessary  limits  on  its  own 
ability  to  develop  a  more  effective  program.  By  contrast, 
arrangements  the  Department  has  established  with  Chambers  of 
Commerce  have  proven  effective. 


STATE  PURCHASING:  A  revolutionary  new  approach.  The  new 
procurement  reform  regulations  developed  by  Administration  and 
Finance,  Operational  Services  Division  (formerly  known  as 
DPGS),  the  Office  of  the  Comptroller,  and  several  other 
Departments  are  expected  to  improve  the  availability,  timeliness 
and  price  of  commodities  and  services  purchased  by  state  agencies. 
Several  stringent  regulatory  requirements  have  been  removed  and 
replaced  by  a  flexible  regulatory  framework  that  releases  the 
Commonwealth  and  the  vendor  community  from  building  complex 
solicitations  simply  to  satisfy  cumbersome  regulatory 
requirements.  State  agencies  can  now  focus  on  developing 
solicitations  that  provide  the  best  solution  to  their  needs.  Once 
fully  implemented,  this  simplified  approach  to  regulation  is 
expected  to  yield  significant  savings  on  the  hundreds  of  millions  of 
dollars  in  purchases  made  each  year.  The  changes  include: 

•  Consolidation  of  four  regulations  totaling  over  1 00 
pages  to  one  of  just  eight  pages; 

•  Reduction  in  the  number  of  different  multi-page 
contracts  totaling  over  seventy  pages  used  to  enter 
into  agreements  with  vendors  from  eight  to  one,  which 
is  a  single  page,  double-sided  agreement;  and 

•  Elimination  of  secondary  approval  processes 
previously  required  by  Operational  Services  Division 
and  the  Office  of  the  State  Comptroller. 
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OTHER  ISSUES  FOR  YOUR  CONSIDERATION  INCLUDE: 


How  often  to  require  an  action  (permit,  report, 
etc.).     Can  a  lesser  frequency  provide  a  similar  level  of 
information  or  protection? 


Can  command  and  control  systems  (where 
regulations  prescribe  the  exact  method  by  which  a 
party  must  achieve  compliance)  be  replaced  with 
more  general  standards  (which  leave  flexibility  as 
to  how  to  accomplish  the  standard  with  the 
regulated  party)?  This  additional  flexibility  can  yield 
large  savings  to  regulated  parties  with  no  adverse  impact  on 
your  agency's  mission. 


Consider  what  overall  level  of  risk  is  acceptable.  In 
general,  the  higher  the  level  of  protection  or  the  lower  the 
level  of  risk  that  an  agency  is  willing  to  accept,  the  more 
burdensome  the  regulation  will  be  to  comply  with.  Consider 
carefully  what  kinds  of  risk  you  wish  to  regulate  and  what 
level  of  health,  safety,  accountability  or  procedure  is 
appropriate  in  your  case. 


Consider  whether  there  are  real  differences  among 
the  parties  covered  by  a  regulation.  Should  everyone 
be  treated  the  same?  Or  does  it  make  sense  to  create  special 


processes  for  certain  classes  of  parties  (e.g.,  the  very  large  or 
very  small)?  Also  consider  deminimus  exceptions 
(thresholds  of  activity)  below  which  a  party  would  be  exempt 
from  the  regulation  (minimum  levels  of  pollution  discharge, 
etc.). 
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IV.     A  SIMPLE  APPROACH 


The  points  below  outline  the  basic  steps  involved  in  any  cost-benefit  analysis. 
This  thinking  can  be  applied  to  individual  sections  of  a  regulation  as  well  as  the 
regulation  as  a  whole. 


O  Who  will  bear  the  costs?  Identify  what  groups  and  individuals  will  be 
adversely  affected  by  your  proposed  action.  Be  sure  to  include  your  own 
agency,  other  state  agencies,  consumers  and  businesses. 


©  How  extensive  are  the  costs?  Estimate  the  costs  associated  with  your 
regulatory  initiative  (or  any  piece  of  it).  Remember  to  consider  one  time 
costs  as  well  as  parties'  ongoing  compliance  costs  and  the  agency's 
oversight  costs.  Don't  forget  to  list  all  your  assumptions  and  detail  any 
sources  or  data  used. 


©  What  if  the  costs  are  difficult  to  quantify?  For  those  costs  for  which 
you  cannot  develop  reasonable  cost  estimates,  describe  the  impacts  in 
qualitative  terms. 


O  Who  will  benefit?  Identify  who  benefits  from  the  proposed  regulatory 
initiative  (or  any  piece  of  it).  Include  any  government  agencies  (including 
your  own)  that  may  benefit  from  the  change  as  well  as  consumers  and 
business  groups. 


©  How  much  will  parties  benefit?  Estimate  the  benefits  that  will  accrue  to 
each  party  identified  above.  Don't  forget  to  list  all  your  assumptions  and 
detail  any  sources  or  data  used. 


©  What  if  the  benefits  are  difficult  to  quantify?  For  those  benefits  for 
which  you  cannot  develop  reasonable  estimates,  describe  the  impacts  in 
qualitative  terms. 
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CRUNCHING  THE  NUMBERS 


The  following  pages  contain  sample  worksheets  and  instructions 
designed  to  assist  you  in  developing  your  cost  benefit  analysis. 
They  provide  step-by-step  instructions  for  calculating  the  costs  and 
benefits  to  impacted  parties.  Please  note  that  these  worksheets  are 
only  meant  to  be  a  guide,  and  you  may  wish  to  expand  on  these 
sheets  or  create  your  own  format  in  your  favorite  spreadsheet 
program. 
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WORKSHEET  A  INSTRUCTIONS:  The  Affected  Party  Detail  Sheet 

•  Complete  a  separate  Worksheet  A  for  each  impacted  party.  Make  sure  to 
consider  impacts  to  some  or  all  of  the.  folio  wing  parties: 

□  households  and/or  individuals 

□  large    business    (if   industry    classifications    is    important,    list 
separately) 

□  small  business 

□  population  by  geographic  area,  age  or  other  demographic 
characteristic 

□  governmental  bodies  (your  agency;  other  federal,  state  or  local 
body) 

□  non-profit  organizations 

□  other 

•  By  Convention:  These  instructions  assume  that  benefits  are  input  as  positive 
numbers  and  costs  are  shown  as  negative  numbers. 

•  Calculations  &  Assumptions.  Use  the  "calculations  &  assumptions"  column 
to  keep  track  of  the  arithmetic,  assumptions  or  sources  of  data  you  have  used. 

•  High  Estimate,  Likely  Estimate,  Low  Estimate.  Where  uncertainty  exists, 
use  estimates  of  high,  likely  and  low  to  get  some  sense  of  the  range  of 
possible  outcomes.  See  discussion  on  estimating  uncertainty  in  Guiding 
Principles  section. 

•  Number  Impacted.  For  this  category,  estimate  the  number  of  parties 
affected.  For  example,  if  a  regulation  is  expected  to  result  in  costs  to  each 
Massachusetts  homeowner,  estimate  the  total  number  of  homeowners  affected. 
Or,  if  a  regulation  is  intended  to  benefit  all  Massachusetts  residents  through 
certain  environmental  and  health  improvements,  list  the  current  Massachusetts 
population. 
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•  Itemizing  the  Costs  &  Benefits.  Start  by  brainstorming  for  all  possible  ways 
your  regulation  may  impose  costs  or  yield  benefits.  List  each  one  on  a 
separate  line. 

•  For  first  year  costs  or  benefits  don't  forget  to  consider: 

□  costs  of  permits,  licensing  or  filing  fees 

□  costs  of  supplies,  equipment  or  land 

□  costs  of  labor  arising  from  compliance  for  both  agency  and 
regulated  party, 

including  fringe  benefits  and  indirect  support  costs 

□  cost  of  compliance  (e.g.,  consulting,  accounting,  legal) 

□  cost  of  lost  opportunity  due  to  system  imposed  delays 

□  benefits  of  costs  reductions  to  businesses 

□  benefits  of  change  to  parties  served 

□  benefits  of  price  reductions  to  consumers 

□  other 

For  ongoing  costs  and  benefits  don't  forget  to  consider: 

□  benefits  to  those  served  by  regulation 

□  costs  of  labor,  materials,  supplies,  energy,  or  purchased  services 

□  cost  of  report  preparation  and  other  administrative  processes 

□  cost  to  agency  of  monitoring  &  enforcement 

□  cost  avoidance  due  to  regulation 

□  benefits  from  increased  compliance 

□  other 
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Discounting  Future  Costs  &  Benefits;  Evaluating  Multi-Year  Costs  & 
Benefits.  Generally,  a  dollar  in  hand  today  is  worth  more  than  having  that 
same  dollar  sometime  next  year.  This  is  because  you  could  take  today's 
dollar,  invest  it,  and  have  more  than  a  dollar  tomorrow.  Where  some  of  your 
costs  or  benefits  fall  in  future  years  you  may  need  to  consider  "discounting" 
some  of  these  figures  to  determine  their  "present  value."  In  effect,  discounting 
corrects  for  the  fact  that  a  fixed  amount  of  money  or  resources  available  today 
is  worth  more  than  an  identical  amount  of  money  or  resources  in  a  later  year. 
Generally,  you  will  want  to  use  the  before  tax  cost-of-capital  for  the  affected 
party.  Different  costs  of  capital  are  appropriate  for  different  projects.  An 
industry  average  cost  of  capital  is  appropriate  for  use  when  a  regulation  affects 
a  particular  industry.  Government  spending  should  be  discounted  using  the 
government's  borrowing  long  term  cost  (see  A&F  for  a  copy  of  the  state's 
most  recent  borrowing  prospectus).  More  information  on  discounting  can  be 
found  in  finance  texts. 

Net  Year:  Simply  sum  all  the  costs  and  benefits  for  a  particular  year  and 
enter  in  the  shaded  line.  For  example,  the  net  of  year  one  costs  and  benefits  in 
the  "high"  column  is  entered  in  the  box  labeled  "A".  These  totals  will  be 
carried  forward  to  the  Summary  Worksheet  B. 

Non-Quantifiables.  As  discussed  above,  you  may  come  across  impacts  that 
are  identifiable,  but  difficult,  if  not  impossible  to  quantify.  Just  because 
impacts  cannot  be  quantified,  that  doesn't  mean  they  should  be  ignored.  Use 
this  row  to  add  a  narrative  description  of  the  non-quantifiable  impacts.  In 
many  cases,  you  will  only  want  to  use  a  few  words  here  to  remind  yourself  of 
the  concept  but  use  Worksheet  C  to  provide  greater  detail  on  the  issue.  Some 
common  impacts  with  difficult  to  quantify  benefits  appear  below. 

-  public  health  and  safety 

-  occupational  health  and  safety 

-  environmental  and  natural  resource  protection 

-  consumer  protection 

-  economic  efficiency 

-  quality  of  life  and  personal  rights  (i.e.  reduced  stress  and  aggravation; 
savings  of  lives) 
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WORKSHEET  B  INSTRUCTIONS:  The  Detailed  Worksheet 

If  you  have  completed  Worksheet  A  for  each  affected  party,  Worksheet  B  should  be  self  explanatory. 

•  Simply  transfer  the  appropriate  subtotals  to  locations  A  through  I. 

•  Add  Down:    for  each  year,  add  the  totals  for  each  affected  party  of  your  analysis  into  the  appropriate 
summary  box. 

•  Add  Across:  add  the  totals  for  all  years  of  your  analysis  and  enter  the  sum  in  the  Total  Quantifiable  box. 

•  A  positive  number  indicates  that  the  benefits  outweigh  the  costs. 

•  A  negative  number  indicates  the  costs  outweigh  the  benefits. 
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V.       REVIEWING  &  INTERPRETING  YOUR  RESULTS 

Remember  that  cost-benefit  analysis  is  simply  another  tool  for  evaluating  a  proposed  course 
of  action.  Once  you  have  the  numbers  down  on  paper,  review  and  analyze  your  work: 

•     Look  at  the  likely  outcome  ~  do  the  costs  outweigh  the  benefits? 


• 


• 


Now,  look  at  the  high  and  low  cases,  how  different  is  the  outcome  in  each 
of  these  scenarios? 

How  do  the  non-quantifiables  fit  in?    If  they  are  very  important,  how  do 
they  affect  your  recommended  course  of  action? 

Notice  where  the  biggest  impacts  are  —  are  there  changes  in  approach  that 
can  minimize  these  impacts  while  still  achieving  your  policy  goals? 

•  Go  back  over  your  assumptions  .  .  .  how  much  is  your  conclusion  dependent 
on  the  correctness  of  these  assumptions? 

•  Have  you  included  all  the  impacted  parties?  Are  you  comfortable  with  the 
way  you  have  described  all  potential  impacts? 

•  If  the  analysis  required  a  discount  rate,  is  the  rate  reasonable? 

•  If  the  analysis  is  sensitive  to  the  choice  of  a  discount  rate,  do  you 
understand  how  selection  of  a  different  discount  rate  (among  competing 
reasonable  rates)  will  affect  your  result? 

•  Share  your  analysis  with  someone  who  knows  your  business  but  has  not 
been  involved  in  developing  the  cost  benefit  analysis  —  see  what  kind  of 
reaction  they  have  to  your  assumptions  and  conclusions. 

•  Go  back  and  revise  your  assumptions  and  figures  as  appropriate. 


THE  FINAL  TEST 

You  need  to  be  prepared  for  others  to  review  and  challenge  your  analysis.  Some  will 
quarrel  with  your  assumptions.  Others  will  raise  secondary  impacts  that  you  decided  to 
leave  out  of  your  analysis.  As  with  most  public  policy,  scrutiny  by  advocates  and 
opponents  of  the  proposed  change  will  likely  lead  to  a  better  result.  You  will  know  that 
you  are  done  when  you  are  comfortable  publicly  defending  your  analysis  to  all  sides  of  an 
issue. 
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CONCLUSION 


This  "primer"  has  been  designed  to  provide  a  simple  structure  for  developing  a  cost  benefit 
analysis  for  those  unfamiliar  with  its  basic  principles.  In  addition,  we  hope  the  reader 
comes  away  with  a  greater  intuitive  sense  of  how  well  meaning  regulations  can  impose 
unnecessary  burdens  on  the  regulated  community.  Remember  that  cost  benefit  analysis  is 
simply  a  tool  that,  when  intelligently  used,  can  provide  valuable  assistance  in  developing 
cost  effective  strategies  for  implementing  your  policy  objectives. 


Please  feel  free  to  contact  us  at  the  Executive  Office  for  Administration  and  Finance  if  you 
have  questions  or  comments  on  this  primer  or  we  can  be  of  assistance  in  any  way. 
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VII.  SOURCES:  DATA  AND  RESOURCES 

In  drafting  your  analysis,  you  are  likely  need  to  estimates  of  costs,  benefits  and  numbers  of 
parties  impacted  by  your  proposal.  For  your  convenience,  we  have  listed  some  common 
data  sources  below. 


Demographic  Data:    Frequently,  you  will  need  access  to  population  estimates  or  other 
demographic  information.  Among  the  first  places  to  try  are: 

•  Massachusetts  Institute  for  Social  and  Economic  Research  (MISER).  Located  at  100 
Cambridge  St.  Rm.  1103,  Boston,  MA  (617)  727-4537  and  at  128  Thompson  Hall, 
University  Of  Mass.,  Amherst,  MA,  (413)  545-3460.  This  agency  is  the  state's  liaison 
to  the  Bureau  of  the  US  Census.  In  addition  to  census  data,  the  Institute  has  population 
estimates  and  projections  for  Massachusetts  cities  and  towns. 

•  US  Census.  The  Statistical  Abstract  of  the  United  States  contains  demographic  tables 
and  charts  compiled  by  several  government  agencies.  The  City  and  County  Data  Book 
contains  local  economic  and  housing  data.  These  references  can  be  found  at  the  Boston 
Public  Library  and  the  State  House  Library.  Census  data  can  also  be  accessed  on  line: 
http://www.census.gov/index.html.  This  web  site  contains  information  such  as  current 
population  and  women  and  minority  owned  business  data. 


Business  Information:  Business  trade  associations  and  non-profits  can  be  excellent 
sources  of  information.  Access  these  sources  if  you  need  information  about  a  specific  trade 
or  industry: 

•  Business  Information  Sources  by  Lorna  M.  Danielles.  This  reference  book  contains  an 
annotated  list  of  business  books  and  reference  sources. 

•  National  Trade  and  Professional  Associations  of  the  United  States.  This  reference 
book,  published  by  Columbia  Books,  contains  a  listing  of  national  associations  and  can 
be  found  in  the  Boston  Public  Library. 


• 


Census  Catalog  &  Guide.  This  guide,  published  by  the  US  Bureau  of  Census,  contains 
statistics  on  retail  trade,  service  industries,  agriculture,  transportation,  construction, 
wholesale  trade,  financial  insurance,  real  estate,  mining,  etc. 

Kirstein  Business  Branch  of  the  Boston  Public  Library.  Located  at  20  City  Hall  Ave., 
Boston,  MA  (617)  523-0860.  This  library  contains  business  directories,  trade  journals, 
business  indexes,  and  books  on  cost-benefit  analysis. 

University  and  State  College  Libraries.  A  valuable  source  of  information  on  a  variety 
of  topics. 
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Labor  Costs:  Wage  rates  can  be  used  to  cost  out  the  value  of  different  people's  time.  Try: 

•  Division  of  Employment  and  Training  (Research  Department)  (617)  626-5744.  This 
department  provides  Massachusetts  employment  and  unemployment  data,  including 
average  wages  by  industry  and  occupational  projections. 

•  Bureau  of  Economic  Analysis,  US  Commerce  Dept.  (202)  606-9900  or  http://www.bQa.. 
doc.gov/bea/aboutbea.html.  This  web  site  contains  regional,  national,  and  international 
data  in  the  areas  of  economic  growth  and  regional  development,  including  estimates, 
analyses,  and  projections  of  personal  income,  population,  and  employment. 


• 


Bureau  of  Labor  Statistics,  US  Dept.  of  Labor  (202)  606-7828  or:  http://www.bls.gov/ 
This  agency/web  site  contains  information  on  inflation,  unemployment  rates, 
employment  by  industry  sectors,  and  other  labor  demographic  data. 


Discounting  &  Cost  of  Capital: 

•     Executive  Office  of  Administration  and  Finance.    Located  in  Room  373  in  the  State 
House  (617)  727-2040.  Contact:  Lowell  Richards 


Other  General  Sources: 

•     Massachusetts  State  House  Library.    Located  in  Room  341  in  the  State  House  (617) 
727-2590.  This  library  contains  all  state  documents,  including  agency  data  reports. 


• 


Department  of  Revenue-Division  of  Local  Services:  httpJ/www. magnet. state. ma.  us/ 
dor/dls/  dor2.htm.  This  web  site  provides  data  on  local  property  values,  state  aid,  and 
city  and  town  demographics. 

Federal  Resources:  http://thomas.loc.gov/.  This  web  site  provides  links  to  information 
about  the  legislative,  judicial,  executive  branches  of  the  federal  government. 

Economic  Research  Service.  US  Dept.  of  Agriculture:  http://www.econ.ag.gov/.  This 
web  site  contains  research,  staff  analysis,  and  development  of  economic  and  statistical 
indicators  in  five  areas;  commercial  agriculture,  food  and  consumer  economics,  natural 
resources  and  environment,  rural  economy,  and  energy. 
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OR  -  ASK  AN  AGENCY  TO  HELP  YOU  DO  YOUR  COST  BENEFIT  ANALYSIS 

There  are  numerous  economic  consulting  firms  in  the  greater  Boston  area  that  can  assist 
with  cost-benefit  analysis.  Furthermore,  many  local  colleges  and  universities  have  students 
and  faculty  who  will  work  on  government  projects  at  a  reduced  rate  or  without 
compensation.  Here  are  two  examples  of  non-profit  organizations  who  may  help: 


Green  Mountain  Institute  for 
Environmental  Democracv 
(formerly  the  Northeast  Center  for 
Comparative  Risk) 
104  East  State  St. 
Montpelier,  VT  05602 
Tel.  (802)  229-6070 

Although  this  institute  does  not  do  cost- 
benefit  analysis  per  se,  it  will  assist 
government  entities  in  strategic 
environmental  planning  by  ranking  risks 
in  the  areas  of  human  health,  quality  of 
life,  and  community  well-being. 

Harvard  Center  for  Risk  Analvsis 
Harvard  School  of  Public  Health 
318  Huntington  Avenue 
Boston,  MA  021 15 
Tel.  (617)432-4497 

This  center  works  in  collaboration  with 
state  agencies  and  others  to  measure  the 
risks  to  the  public  health  in  areas  of 
safety,  environmental  hazards,  and 
disease. 
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